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SUPERVISORY BOARD

The Supervisory Board is responsible for overseeing our Management Board and the general course of affairs of our busi-
ness. Our Supervisory Board currently has four members, whose names and details are set forth below.

‘Name Age Title

William S. Cohen 62 Member of the Supervisary Board
Christoph Henkel 45 Member of the Supervisory Board
Viktor Klima 55 Member of the Supervisory Board .
Karel Vuursteen 81 Memb'er‘of the Supervisory Board

MANACEM"NT BCARD AMD EXECUTIVE OFFICERS
Our amended articles of association provide for a Management Board that is charged with our management under the gen-
eral supervision of the Supervisory Board Our Management Board currently has four members whose names and details

- are set forth below.

The day—to—day running of the company.is overseen by our Execut«ve Committee, which reports to the Management and

.Supervisory Boards. The names and details of the Executive Committee and other sénior-executive officers ‘ara a!so set’

Klaus Thurner

forth below.
Name “Age Title
- Johan Eliasch 41 _Chairman of the Management Board, Chief Executive Officer and Chairman
, of the Executive Committee
.Ralf Bernhart 51 Member of the Management Board, Chief Fmanc:al Officer and Member of
v ' the Executive Committee v »
" George F. Nicolai 50 Member of the Management Board
" Robert van de Voort 47 ‘Member of the Management Board
Carlo Contini 64 General Manager, Ski Boot Division ’
Claudio Ferrantino 56 Executive Vice President, Managing Director Diving Divisicn and Member of
. the Executive Committee
David Haggerty 45 Chief Executive Officer, Head USA
Klaus Hotter. 47 Executive Vice President, Managing Director Winter Sports Drwscon and
Member of the Executive Committee
Georg Kroll 54 Executive Vice President, Managing Director Llcensmg Dmsuon and Member
_ of the Executive Committee
Robert Marte 49 Executive Vice President, Managmg Dwrector Racquet Sports Dwrsron and
S _ ' " Member.of the Executive Committee - .
‘Edgar Pdlimann. 58 Exscutive Vice President, Managing Director Operat:ons and Member of the
S : ‘ - Executive Committee -
. Gerald Skrobanek 37 . Vice President Operations
- 47 . General Manager, Snowboard Division




PRINCIPAL OFFICE
Blaak 16/ 6th Floor
3011 TA Rotterdam
The Netherlands

Tel: {31} 10 214 1923
Fax: (31) 10 214 1967

" - For additiona! information please visit our website at
www.head.com

TRANSFER AGEMTS AND REGISTRARS
The Bank of New York ’
Investor Relations

- PO. Box 11258

. Church Street-Station
New York, NY 10286-1258

Toll free telephone number-for domestic callers:
1-888-269-2377

International callers can call: (1) 610 312 5315
E-mail: shareowner-sves@bankofny.com

Websites: www',adrbny.com or
~ www.stock.bankofny.com

European Transfer Agent: .
~-Qesterreichische Kontrollbank AG
Am Hof 4 ’

1010 Vienna

Austria

' Tel: 43) 153127 352

ANNUAL GENERAL MEETING )

The Annual General Mesting of shareholders of the
Company will be held on Tuesday, 20 May;, 2003 at

15:00 hours local time at the Sheraton Amsterdam Airport,
Schiphol Boulevard 101, 1118 BG Schiphol Airport (Haarlem-
mermeer) The Netherlands. The statutory accounts of the
Company based on Dutch GAAP are available at the prin-
cipal office of the Company.

INVESTCHR ENQUIRIES:

Analysts, investors, media and others seekmg financial and

general information, please contact: - }
Clare Vincent
{investor Relations

-Tel: (44) 20 7489 7800

" Fax: (44).20 7491 7725

E-mail: htmev@aol.com

205 STAT LM SN

' Anyone wishing to obtain a copy of the Head N.V. full annual

report (20-F) for the year ended 31 December 2002 may

do so on request from the Investor Relations department or
alternatively the document is available for download from
the Investor Relations section of our website.

SPL "‘lA‘ NMOTE REGARDING

FOFWARD-LOOKING STATEMENTS .
This report contains forward-looking statements that are
based on the beliefs of our management, as well as
assumptions made by, and information currently available
to, our management. The words “anticipates”, "believes”,
“estimates”, “expects”, "plans”, “intends” and similar
expressions are intended to identify these forward-locking
statements, but are not the exclusive means of identifying
them. These forward-ooking statements reflect the current
views of our management and are subject to various risks,

uncertainties and contingencies which could cause our actual’

results, performance or achievements to differ materially
from those expressed in, or implied by, these statements.
These risks, uncertainties and contingencies include, but
are not Iumlted to, the followmg

® competmve pressures and trends in the sporting goods
. industry;

* our ability to introduce new and innovative products;

- s cyclicality and economic condition of and anticiﬁa_ted

trends in the industries we currently serve;:
= our ability to acquire and integrate businesses;
» our ability to fund our future capital needs; and

» ‘general economic conditions. '

""Actual results and events could differ materially from those

contemplated by these fo‘r'ward-looking statements as a
result of factors (“cautionary statements”) such as those
described above. In light of these risks and uncertainties,

there can be no assurance that the results and events con-

templated by the forward-looking statements contained in
this report will in fact transpire. You are cautioned not to

- place undue reliance on these forward-looking statements.

We do not undertake any obligation to update or revise any
forward-looking statements. All subsequent written or oral
forward-looking statements attributable to us or persons .
acting on our beha'lf are expressly qualified in their entirety
by the cautionary statements.
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p Our ordinary shares are listed on the New York Stock Exchange "HED" and the Vienna Stock Exchange "HEAD".
Q
Q
g The chart below shows the hlgh and low market prices of our ordinary shares each month on each exchange since the
'g beginning of 2002:
a Vienna
§- NYSE Stock Exchange
gé {amounts in dollars) {amounts in euros}
é' . High Low _High i Low
z January, 2002 . ‘ 3.54 3.22 383 3.52
§ February, 2002 _ 3.50 3.25 ’ 3.88 3.87
2 March, 2002 . 339 3.15 3.76 3.52
3 April, 2002 3.36 . 309 ‘ 3.68 3.48
N May, 2002 ) 3.50 2.95 " 3.54 3.38
S June, 2002 329 3.00 3.48 3.05
B - July, 2002 : 3.17 243 320 260
) g August, 2002 ' 2.82 2.18. : 285 2.30
i é September, 2002 : 2.36 2.07 250 . - 2086
2 October, 2002 _ : 2.20 185 . 2.30 1.85
: g November, 2002 : . 235 - 2.04 - 2.22 1.97
3 December, 2002 - : 2.20 ©1.95 2.08 1.80
32 January, 2003 217 1.85 ‘ 2.01 1.83
February, 2003 : 1.93 - 155 o 1.89 . 1.50

WEAD N.V. FINANCIAL REPORTING AMD
CONFERENCE CALL CALENDAR 2003

First Quarter 2003 May 15, 2003

Second Quarter 2003 August 12, 2003 _ _ , ’ _
Third Quarter 2003 . November 13, 2003 ‘ ' . ‘ . et

The Company will release the results prlor to the opening of the \fenna Stock Exchange and the conference calls wrll be
held at-4pm Central European Time (10am New York Time). Conferance call details will be distributed at least one week prior
to each scheduled event and posted on our website.

‘ in addition, Head files |ts frnancral results electromcally with the SEC's EDGAR databases.

The Company.¢ archrves financial results, conference call presentatlons and press releases on the \nvestor Relatlons page of
its website. :
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Proportion of
Issued capital

Domicile held
Head Holding Unternehmensbeteiligung GmbH Austria 100.0%
HTM Sport- und Freizeitgerdte AG Austria 100.0%
Head Sport AG Austria 100.0%
Head Tyrolia GmbH Austria 100.0%
Head Technology GmbH Austria 100.0%
Tyrolia Technology GmbH Austria 100.0%
Head Tyrolia Sports Canada inc. Canada 100.0%
Head Sport s.r.c. Czech Republic 100.0%
OU HTM Sport Eesti Estonia 100.0%
Head Tyrolia Sports S.A. France 100.0%
HTAM Deutschlend GmbH Germany 100.0%
‘Penn Racquet Sports Co. Ireland 100.0%
HTM Sports S.p.A. (taly 100.0%
HTM Sports Japan KK Japan 99.6%
HTM Head Tyrolia Mares Iberica S.L. Spain 100.0%
HTM Sports Corp. Switzerland 100.0%
Head UK Ltd. . UK 100.0%
HTM USA Holdings Inc. UsAa 100.0%
Head USA Inc. Usa 100.0%
Mares America Corp. USA 100.0%
Dacor Corp. , usa 100.0%
Penn Racquet Sports Inc. Usa 100.0%
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To the Board of Directors and Shareholders
of Head N.V.

{m our opinion, the accompanying consolidated balance
sheets and the related consolidated statements of opera- .
tions, stockholders’ equity and of cash flows presant fairly,
in all material respects, the financial position of Head N.V.
and its subsidiaries at December 31, 2001 and 2002, and
the results of their operations and their cash flows for each
of the three years in the period ended December 31, 2002,

in conformity with generally accepted accounting principles .

in the United States of America. These financial statements
are the responsibility of the Company’s management; our '
responsibility is to express an.opinion on these financial
statements based on our audits. We conducted our audits
of these statements in accordance - with generally accepted
auditing standards in the United States of America, which
require that we plan and perform the audit to obtain reason-
able assurance about whether the financial statements are

free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and dis-
closures in the financial statements, assessing the account-
ing principles used and significant estimates made by
management and evaluating the overall financial statement
presentation, We believe that our audits provide a reason-
able basis for the opinion expressed above.

PricewaterhouseCoopers
Vienna, Austria
February 24th, 2003 ’ .-

p




Plan 1998

in November 1998, the Company adopted the Head Tyrolia
Mares Group Executive Stock Option Plan {the “Plan”}. A
total of 2,424,242 options were reserved to be granted
under the terms of the Plan. The Plan provided for grants
" of stock options to officers and key employees of Head
N.V. and its subsidiaries. The exercise price for all stock
options granted under the Plan was fixed at inception of
the Plan and increases at the rate of 10% per annum until
the options are exercised. Options generally vest over a
period of 4 years and are subject to the Company meeting
certain earnings performance targets during this period.
Options vested under the plan were not exercisable prior

to the end of the two year lock-up period following the ini-

tial public offering. Options have a maximum term of 10
years. As of December 31, 2002, 145,848 shares were
available for grant under the Plan.

The weighted average grant-date fair values using the Black-
Scholes option-pricing model was $5.42 and $8.84 per share
for options granted in 1999 and 2000, respectively.

The fair values of option_s'gran’ted during 1989 and 2000
were estimated on the date of grant using the following
weighted average assurnptions: no dividends; expected
volatility of 0% f(all options granted prior to 1PO); expected
terms of 3.6 and 4.0 years, respectively; and risk free inter-
est rates of 5.76% and 6.63%, respectively. The Company
has also assumed that all performance targets will be
achieved and alt options granted will become Hully vested.

As of December 31, 2002, the weighted average remaining
contractual life of the outstanding stock options is 4.7
years, and 794,176 options are vested and exercisable.

Exercise Price Less Than
- Grant Date Stock Fair Vatue

‘Balance, December 31, 2001

Number  Weighted Average
. of Shares Exercise Price
Balance, December 31, 1998 1,465,686. $0.29
Granted 783,620 0.28
Balance, December 31, 1989 2,249,306 -0.29
Granted . 129,088 0.29
Balance, December 31, 2000 , ‘
and 2001 2,278,394 $0.29

Exercised (see Note 19) (607.622) -0.29

Balance, December 31, 2002°

1,670,772 . $0.29

Plan 2001

In September 2001, the Company adopted the Head N.V.
Executive Stock Option Plan 2001 (the “Plan 2001“). The
Plan 2001 provides for grants of stock options to officers |
and employees of Head N.V. and its subsidiaries. On

- September 28, 2001, a total of 3,982,068 options were

granted under the terms of the Plan 2001. In accordance
with SFAS No. 123, the Company records steck-based
compensation expense on the grant-date fair values of the
stock options computed using the Black-Scholes option-
pricing model. As of December 31, 2001, the weighted
average-fair value of the grant was $0.77, which was esti-
mated using the following assumptions: no dividends,
expected volatility of 28%, expected term of 5.6 years
and risk-free mterest rate of 3.6%.

The exercise price for all stock options granted under the
Plan was fixed at inception of the Plan 2001. The vesting
period varies from 0 to 6 years. The Chairman and Chief
Executive Officer received 1,426,470 options under this
grant, which vested immediately. The Company assumes
that all options granted will become fully vested. Options
have a maximum term of 10 years. As of December 31,
2002 no shares were available for grant under the Plan 2001.

- Exercise Price Less Than
Grant Date Stock Fair Value

Number  Weighted Average

of Shares Exercise Price
Balance, December 31, 2000 . - 0 $ —
Granted 3,982,088 4.31

and 2002 3, 982068 $4.31

As of December 31, 2002, the welghted average remammg

contractual life of the outstanding stock options is 8.8 years, .
and 1,631,480 options are exercisable under the Plan 2001. ’
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NOTES TO THE CONSOLIDATED |
CINANCIAL STATEMENTS

8 dvvo S’ uo peseq z00Z Hodey [enuuy SBLEINISGNS pue A'N PesH

The tables below show revenues from external customers
and long-lived assets by geographic region based on the
location of the Company’s subsidiaries (in thousands):

For the Years Ended December 31,
2000 2001 2002

Revenues from
External Customears:

Austria $ 67418 $ 67,793 $ 61,151
Italy 66,866 63,924 60,554
Germany ’ 42,893 41,818 41,845
France 30,646 29,077 27,885
-United Kingdom/Ireland 9,198 8,345 17,923
Japan 20,808 17,240 20,098
Other {Europe) 29,320 31,254 34,235
‘North America 131 486 131,911 123,794
Total revenues $398,639 $392,021. $387.487
" December 31,
2001 2002
Property,.Plant and Equipment: :
Austria , ' $17,636  $20,722
{taly : ‘ 18,830 21,553
Germany : 1,107 1,019
France B 186 184
United ngdom/lreland - 23,049 4,705
Japan ‘ . 1,403 1,516
Other (Europe! 8,112 9,857
North America 12,505 13,601
Total assets $60,728 $73.156

NOTE 25—Related Party Transactions.

The Company receives administrative services from, corpo-
rations which are ultimatsly owned by the pnnmpal share-
holder of the Company. Administrative expenses amounted
to approximately $0.2 millicn, $1.2 million and $1.2 million

‘for the years ended December 31, 2000, 2001 and 2002,

respectively. The company'is based in the Netherlands and
provides investor relations, corporate finance, legal and con-

_sulting services.

In 2002, one of the Company’s subsidiaries leased its
office building from its general manager. Rental sxpenses
-amounted to approximately $0.1 million for the year ended
December 31, 2002.

NOTE 26—Gain on Sale of Property

In 2000, 2001 and 2002, the Company sold in parts the
building used in its Italian operations for $1.7 miltion, $1.4
million and $0.8 million, respectively, resulting in a gain of
$1.2 million in 2000, $0.9 million in 2001 and $0.4 mitlion
in 2002.

The Company's total proceeds on the sale of property
were $3.3 million, $1.1 million and $2.1 million resulting in
gains of §1.2 million, $0.9 million and $0.8 million for the
years ended December 31, 2000, 2001 and 2002, respec-
tively. These gains are included in general and administra-
tive expense in the accompanying consolidated statements
of operations. :

NOTE 27-EqU|ty Investment

fThe Company owned an interest in a- dlstnbutnon company

which was accounted for under the equity method of

.accounting. During 2001, the Company wrote down its.

investment and note receivable balance and recorded an -
additional liability associated with the Company's $1.1 mii- -
lion share of the investment's net loss, ‘due to a $0.7 million -
guarantee provided to the investment. On'December 14,
2001, the Company divested the distribution company with
no further obligations.

NOTE 28—Stock Option Plans
The Company accounts for its stock.options in accordance
with SFAS 123. Accordingly, the Company records stock-

- based compensation expense based on the grant-date fair -
- values of the stock options computed using the Black-

Scholes option-pricing model. Stock-based compensation
expense is recognized over the vesting term of the .
options and amounted to $1.4 million, $2.0'million and
$1.6 million forthe years ended December 31, 2000,
2001 and 2002, respectively. .




The short-term deferred tax asset, net is classified in pre-

paid expenses. '
December 31,

{In thousands) 2001 2002

Long-Term:
Deferred tax asset:

Tax loss carried forward $ 88,042 $102,094

Intangible assets ' 12 1,633
Fixed assets 143 536
Lease obligations — 3,773
- Other ‘ 499 730
Total long-term deferred tax assets 88,697 108,726
Deferred tax liabilities:
Investments $ (9,853) (16,291)
Fixed assets o (997) . (1,608}
Other . 900 (1,046)
Total long-term deferred. tax liability {(10,940)  (18,946)
Valuation allowance {12,984} . (11,633)

Total lo'ng-term deferred

tax asset, net $64793 § 78,148

The Company has net operating loss carryforwards of
approximately $276.8 million and $307.2 million as of
December 31, 2001 and 2002, respectively. These net
_operating losses are available in the following jurisdictions
Ain thousands):
December 31,

T - 2001 12002

Austria : $246,731 $276,233
Germany ‘ : 7.507 8,648
COther Europe : 162 812
Japan . - 4,700 318

North America

17,710 . 21,204 .

$276,801 $307,215

In July 1996, commensurate with the European
Commissian’s {EC) decision allowing the contribution .
received by HTM Sport- und Freizeitgerdte AG (HTM) ~
from Austria Tabak (former. owner) as restructuring aid,
the EC limited the utilization of certain net operating
losses (approximately $54 million as of December 31,

* 2002}, These net operating losses and any related
deferred tax asset are not included in the above
~amounts due to the Inmnat:on

[n light of the Company’s profitability, the Company
released a substantial portion of the valuation allowance
in 2001 relating to net operating loss carryforwards.

Austria and Germany allow an unlimited carryover of net
operating losses, whereas Japan and the United States
allow 5 and 15 year carryovers, respectively.

NOTE 21—Employee Termination and Other
Related Costs-
The company accrued a one-time employee termination

“ benefit and other related costs of $0.8 million in the first
quarter of 2001 which is included in general and administra-.

tive expense in the accompanying consohdated financial

_statements of operations.

'NOTE 22—Research-and De-_v'elopm'ent Expenée
. The Company incurred research and development expense

in the amount of $9.1 million, $9.5 million and $11.0 million
for the years ended December 31, 2000, 2001 and 2002,
respectively. Research and development expense is
included in cost of sales in the accompanymg statements
of operatxons

. NOTE 23—Advertising Expense

The Company incurred advertising costs of $30.2 million,
$25.7 million and $32.8 million for the years ended
December 31, 2000, 2001 and 2002, respectively.
Advertising expenses are included in selling and market-
ing expense in the accompanying consolidated statement

of operations.

NOTE 24—Segment Informatlon ‘
The Company operates in one industry segment, Sporting
Goods. The activities related to the operations of London

‘Films Ltd. were reported as “Income (loss) from discontin-

ued operations” for the year ended December 31, 2000

. and the segment information for 2000 has been adlusted'-

to reflect this.
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NOTE 18—Stockholders’ Equity

The Company is a Naamloze Vennootschap ("N.V.“}, a
limited liability company under Dutch law. The registered
capital of an N.V. is in the form of shares which represent
negotiable securities. The minimum registered and author-
ized capital requirement is €225,000 (approximately $0.24
million) and the minimum paid in capital requirement for a

_ N.V.is €45,000 (approximately $0.05 million}.

At December 31, 2001 and 2002, 39,820,677 shares were
authorized and issued, respectively. ‘

Dividends

The Company declared and paid a dividend of €0.28
(approximately $0.25) per share and €0.14 (approximately
$0.13) per share during the vears ended December 31,
2001 and 2002, respectively.

Treasury Stock _
Pursuant to existing resolutions which were approved in

- August 2000, the Board of Directors was authorized to buy

back 10% of the Company’s outstanding share capital over

-the next fifteen months to support its share price. Between
- November 12, 2000 and May 21, 2001, the Company pur-

chased 2,041,300 shares in the open market at the prevail-

~ ing price in the total amount of $10.6 million.
. On May 28, 2002, the Board of Management's authority to

repurchase shares representing up to 10% of the Company's
issued share capital was extended until Novermnber 28, 2003.

" Pursuant to this resolution between August 15, 2002 and

October 21, 2002 the Company purchased 1,247,050 shares

" of treasury stock at the prevarlrng price in the total amount

of $3.0 million.

' Strchtmg
. The Stichting Head Option Plan {the "Stichting”) is a Dutch
. foundation, the Board of which is Head Sports Holdings

N.V., an entity that is ultimately beneficially owned and
controfled by Johan Efiasch and his family. members. The
Stichting holds, votes, and receives dividends on certain of
the Company’s ordinary shares. In conjunction with the

* Company's option plans (see Note 28), the Stichting also

issues depository receipts to optionholders, upen exercise
of the option. Holders of depositary receipts are entitled to
dividends paid on the Company's.shares and to procesds

" on the sales of their shares upon request to the Stichting.

However, such holders have no voting rights.

* Tax loss carried forward

On May 25, 2001, Head N.V. transferred 2,041,300 shares,
with an original cost of $10.6 million, to the Stichting. The
Stichting will use these shares to fulfill the Company's obli-
gations under the Head Tyrolia Mares Group Executive

‘Stock Option Plan 1998. The Stichting intends to remit pro-

ceeds from the exercise of employee stock options to the
Company. Such shares have been recorded as a reduction
of the Cormpany’s equity.

In October 2002, optionhoiders exercised 596,410 options
under “Plan 1998." The Company repurchased these
shares via the Stichting at market price of $1.3 million.

in December 2002, an additional 11,212 options under
“Plan 1998" were exercised.

NOTE 20—Income Taxes

“The following table summarizes the significant differences

between the Dutch federal statutory tax rate and the Companry’s
effective tax rate for financial statement purposes:

For the Years Ended December 31,

) 2000 - 2001 2002
Dutch statutory tax rate . - 35.0%  35.0% 35.0%
" Tax rate differential ' 3.3 0.4} N/M
Other ) 14 (2.9} N/M
Foreign rate differentials 04 0.4 N/M
Valuation allowance ) {41.5) {4.5) - N/M-
Effective tax rate (7.9%  2786%  NM

in 2002, the Dutch statutory tax rate differed from the
effective tax rate primarily due to significant incremental
income tax in Austria and italy. -

Deferred tax assets (liabiiities) consist of the foHowing as
of December 31, 2001 and 2002 (in thousands):

December 31
2001 2002

Short-Term:
Deferred tax asset: : -
$ 6,827 §$ 3,306

Inventory reserve i - 1,390 4,690
. Reserve for doubtful accounts LT3 1,420 .
‘Other 2200 2,093
Total short-term deferred tax assets . 12,168 11,509
Deferred tax liabilities: . v
Deferred expenses $(1,464) (1,473)
Accrued liabilities : (182) {285)
Other v ‘ (1,083) (454
Total short-term deferred tax liability (2,689 (2,192)

Total short-term deferred tax asset, net  § 8,498 § 9,317




Maturities of Long-Term Debt
Aggregate maturities of long-term debt, other than the sale-
leaseback transaction are as follows (in thousands):

December 31,

2002 .

2003 ' ' $ 2,242
2004 ) 2,302
2005 ’ 2,088
2006 70,549
2007 . _ 1,167
Thereafter ' 6,700
$85,028

Debt Restructuring
In the fourth quarter of 2000, the Company repaid $29.9
million of debt using part of the proceeds of the Company’s
initial public offering. The gain on the extinguishment of
debt of $3.0 million, net of income tax expehse of $1.6
- millicn, was recorded as an extraordinary item.

‘NOTE 16—O0ther Long-Term Liabilities

The Company funds leaving indemnities and pension liabili-
ties paid to employees at some Austrian and other

- European locations. The indemnities are based upon years
of service and compensation levels, and are generally

" payable upon retirement or dismissal in some circurn-
stances after a predetermined number of years of service.
The Company maintains sufficient assets to meet the mini-
mum funding requirements set forth by the regulations in
each country. Total leaving indemnity expense was $0.8
million, $2.1 million and $2.1 miillion for the years ended
December 31, 2000, 2001 and 2002, respectuvely

Indemnity and pension fiabilities total approximately $12.5
million and $185.7 million at December 31, 2001 and 2002,
'respect»vely The Company assumes a weighted average
annual rate of increase in salaries of 3.0% per annum. The

leaving indemnity liability was determined using a wéighte_d :

average discount rate of 6.0% in 2001 and 2002..

NOTE 17—Commitments and Contingencies

Operating Leases

The Company leases certain office space, warehouse facili-
ties, transportation and office equipment under operating
leases which expire at various dates through 2005. Rent
expense was approximately $2.3 million, $2.3 million and
$3.1 million for the years ended December 31, 2000, 2001
and 2002, respectively.

Future minimurn payments under non-cancellable operating

leases with initial or remaining lease terms in excess of one

year are as follows as of December 31, 2002 (in thousands):

‘December 31,

2002

2003 4 $3,145
2004 _ ‘ - 2,341
2005 1,850
2006 S 1,378
Thereafter ’ : 1,279
' $9,993

- Litigation
_From time to time the Cornpany and its subsidiaries ‘are

involved in legal proceedings, claims and litigation arising in
the ordinary course of business. In the opinion of manage-
ment, it is not possible to reasonably estimate the cutcome
of current legal proceedings, claims and litigation. However,
management believes that the resolution of these matters .
will not matérially affect the Company's financial position.

In March 1998, a competitor filed suit against the
Company's U.S. subsidiary alleging patent infringement in
connection with the Head Titanium Tennis racquet. The
case was settled in April 2000 and the accrual-for the esti-
mated settlement cost was released.

"NOTE 18—Accumulated Other Comprehensive Income Balance

The followmg table shows the components of AOCI

For the Year Ended December 31, 2002

) . Foreign Unrealized ‘ . Accumulated
. ‘ Currency Gains on _ " Minimum Unrealized Other
' Translation Derivative - Pension Losson  Comprehensive
" (in thousands} Adjustment Instruments Liabilities. Securities ncome
Beginning balance : _ -§(6,622) $ 950 $(60) $-— $ (5,732)
. Current—period changes o 28,832 {848} - = {138} 27,846
Ending balance ‘ ‘ C $22,210 $102  °  $(60) $(138) $22,114
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The notes bear interest of 10.75% per annum, which is
payable semi-annually and mature in total on July 15, 2006.
Among other restrictions, the notes include certain restric-
tive terms regarding investments, distributions and incur-
rence of additional indebtedness by the Cormpany.

On January 5, 2000, a registration statement for the
exchange of the original 10.75% Senior Notes for new
10.75% Senior Notes was made effective by the U.S.
Securities Exchange Commission (SEC). On February 9,
2000, this Exchange Offer was consummated:

In October 2000, the Company repurchased €30.9 million
(approximately $32.4 million) of its Senior Notes in a series
of transactions using part of the proceeds of the Company’s
initial public offering. In July 2002, the Company repur-
chased another €3.6 million (approximately $3.5 million)
of its Senior Notes. ’

Loan and Security Agreemenr

In April 2000, the Company's subsidiaries, Head USA, lnc
Mares America Corporation, Penn Racquet Sports Inc. and
Dacor Corporation, entered into a $20.0 million, three-year,
renewable term Loan and Security Agreement with Flest
Capital Corporation and other financial institutions providing
for a revolving loan facility and a letter of credit facility. The
agreement is.secured by substantially all the assets of
Head USA, Inc., Mares America Corporation, Penn Racquet
Sports, Inc. and Dacor Corporation, including inventory,
accounts receivable and the Penn trademarks and patents

-[collectively the “collateral”). The amount the Company is
_ eligible to borrow is based upon a percentage of certain eli-

gible collateral but will not exceed $14.8 million. Borrowings
bear interest at either a Base Rate or a LIBOR Rate, each as

- defined in the agreement, plus an applicable margin. Thers

are no borrowings under this tine as of Decernber 31, 2002,

- The extinguishment of the prior credit facility-and the write
off of deferred financing fees resulted in a loss of $0.9 mil- .

lion in 2000, This is presented in the consolrdated statement
of operations under extraordinary items.

Sa/eLeaseback Transaction .

The Company entered into an agreement on June 28, 2002,
whereby it sold land and buildings to an unrelated bank and -
leased it back over a 15 year term. The proceeds of this

sale' were €10.6 million. The Company has the: obligation

to purchase the property back after 15 years for €8.2 mil--

- lion. The Company.may-also repurchase the property at its
-option from the first until the tenth year of the arrange-

ment for the present value of the future lease payments
and.the remaining residual value.

The Company is also required to pay the bank a monthly
“deposit of €0.01 million, which will be repaid to the
Company, plus.interest of 6.7%, at the time of repurchase.

Because of the Company’s continuing involvement, this
transaction has been accounted for as a financing such that
the Company has recorded €10.6 million of cash and long-
term borrowings.

The Company's future minimum lease payménts as of
December 31, 2002, are as foliows:

. December 31,
{in thousands) ’ 2002
2003 . $ 842
2004 . » ' 842
2005 842
2006 o o 842
2007 ) 842
Thereafter ‘ 16,561
Total minimum payments $20,771
Amount representing interest (9,679}
Obligations under financing activity 11,092
Obligations due within one year . 107
Long-term obligations under financing activity $10,984

" As of December 31, 2002, the net book value of land and

building under the sale-leaseback arrangement consists of

the following (in thousands):
Land Building

‘Cost © $1.070 $8796

Less: Accumulated deprecratron — . (6,947)

Net book.value - $1,070 $1,849

- Mortgage Agreement
One of the Company's subsidiaries entered mto a mortgage.

agreement secured by the Penn Phoenix property with an -
unrelated financial institution of $4.8 million over alb year
term at an interest rate of 7. 33%

Other Long—Term Debt

Other long-term debt comprises loans in Austrxa Italy and
the Czech Republic outstanding with several banks. The
weighted average interest rate on outstanding borrowings

“was 3.9% and 3.9% as of Decermber 31, 2007 and 2002,

respectively, Borrowings mature at various dates through'
2008. ‘ .




highly effective in off setting changes in fair values or cash
flows of hedged items. When it is determined that a deriva-
tive is no longer highly effective as a hedge, the Company
discontinues hedge accounting prospectively.

The counterparties to the foreign currency contracts are
major international banks. Such contracts are generally for
one year or less. .

NOTE 12—Short-Term Borrowings
Short-term borrowings consist of the following (in thousands):

December 31,

‘ 2001 2002

Lines of credit $52,432  $88,773

Notes payable 1,440 -
Total short-term borrowings $53,872  $58,773

In the second quarter of 2001, the Company’s subsidiaries

“entered into a new financing agreement previding multiple
revolving credit lines with the Raiffeisenzentralbank (“RZB"},

" Erste Bank and Osterrsichische Kontrallbank ("OEKB") in
the total amount of €45.0 million {$47.2 million) secured by
all Austrian trade receivables. In addition, the Company has
lires of credit with several banks in Italy, France, Germany,:
the Czech Republic, Canada and Japan of $51.3 miflion.

. Further, the Company has a'$14.8 million credit line with
Fleet Capital Corporation. As of December 31, 2002, $49.2
million was available under these credit lines. The weighted
average interest rate on outstanding short-term borrowings
was 4.1% and 3.7% as of December 31, 2001 and 2002,
respectively.

The ‘credit lines with RZB and Erste Bank will expire in.
March 2003 and May 2003, respectively. Currently the
Company is in the process of renegotiating financial agree-
ments providing revolving credit lines with RZB and Erste

Bank. We expect the renegotiation of these two credit lines -

will be finalized at the end of March 2003.

NOTE 13—-Accounts Payab(e
* Accounts payable consist of the following {in thousands)

December 31,

2001 2002

Accounts payable—trade $19,2684  $21,815
Salaries and wages . 2,195 1,952
Insurance : : 201 . 210
Fiscal authorities S 1.871 2377
Social institutions , 910 1,021
Other . : ' 4,735 5,694

$33,069

$29.176

NOTE 14—Accrued Expenses and Other
Current Liabilities '

Accrued expenses and other current liabilities COﬂSISt of the

following (m thousands):

December 31,
2001 2002
Employee compensation and benefits $ 6,761 $ 6,643
Accrued warranties and allowances . 8,365 8,055
Advertising 2,108 1,896
Legal, auditing and consulting fees 2,511 1,994
Fiscal authorities ' 2,008 2,366
Comrnissions 1,188 1,380
Accrued interest 3,162 3,564
Other 12,488 13,490
" . $38,593

$39,388 - -

Product Warranties

-Included in accrued warranties and allowances are product

warranties that have a probable likelihood of loss and are
estimated based on weighted prior year experiences for -
recognized revenues. As of December 31, 2002, accruals

for warranties consist of the following {in thousands):

December 31,

" 2002
Balance at the beginning of the penod $2,418
Current year provision - 1,885
Settlements made during the period (2,256}
Translation adjustment - : 436
$2,484

Balance at the end of the period

NOTE 15—Long-Term Debt
Long-term debt conSJsts of the following (in thousands)

Decsmber 31,
2001 2002
Senior notes $60,942  $68,852
~ Other long-term debt 8,152 27,268
Total long-term borrowings 69,094 96,120
Less current portion 1,412 2,349
"Long-term portion ~ $67,682 . $93,771

Senior Notes

On July 15, 1999, one of the Company s whoi[y-owned
subsidiaries, Head Holding, issued €100.0 million (approxi-
mately $101.7 million as at July 15, 1899) of Senior Notes.
“Proceeds of the offering were used to repay éxisting indebt-
edness (including the U.S. loan agreement, bridge notes and
lines of credit) and for general corporate purposes.
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NOTE 8—Property, Plant and Equipment
Property, plant and equipment consist of the following
{in thousands):

December 31,
2001 2002
Land $ 4435 $ 4,150
Buildings 20,325 26,800
Machinery and equipment 101,769 133,531
126,529 164,481

Less: Accumulated depreciation (65,801) (91,325}

Total property, plant and

equipment, net $60,728  $73,156

The useful fives used in cbmputing depreciation are as follows:

v ‘Years
Buildings : -10-48
. Machinery and equipment_ 2-20

NOTE 10—Credit Risk Concentrations ,
Financial instruments which potentially subject the Company
to significant concentrations of credit risk consist primarily
of cash and cash equivalents, restricted cash, marketable
securities and accounts recsivable. The Company places
cash with high guality financial institutions. The Company’s
customers are concentrated in the retail industry; however,
concentrations of credit risk with respect to trade accounts

‘receivable are limited due to the large number of customers
_.and their dispersion across many geographic areas. The
" Company generally performs credit reviews and sometimes

obtains credit insurance before extending credit.

NOTE 11-—Fair Value of Financial Instruments »
The carrying value of the Company's financial instruments
approximates fair value at December 31, 2001 and 2002.

* . The carrying amotints reported in the consolidated balance

sheet for cash and cash equivalents, accounts receivable,
accounts payable, accrued expenses and short-term bor-
rowings approximate fair vaiue due to the short maturity of

. these instruments and the floating interest rates of the

shortterm borrowings: The carrying amounts of marketable

" securities approximates the fair value based on quoted mar-

ket prices at December 31, 2007 and is equal to fair value

-at December 31, 2002 (see Note 8).

The carrying value of th'e Company's senior notes and

. other long-term debt approximates fair value based on
" current rates offered and quoted marke; price of debt

with similar terms.

As a result of adopting SFAS 133 and in accordance with
the transition provisions of that standard, the Cormpany
recorded a one-time net-of-tax unrealized gain of $1.9 mil-
lion to AOC! as of January 1, 2001. The Company recfassi-
fied a gain of $1.9 million from AOC! to earnings during the
year ended December 31, 2001 due to the realization of
the underlying transactions.

The Company reclassified a gain from AOCI to earnings of
$1.5 million for the year ended December 31, 2002.

The Company recorded the change in fair market value of
derivatives related to cash flow hedges to AOC! of $1.0 miilion
and $0.6 million, net of tax, for years ended December 31,
2001 and 2002, respectively, &ll of which is expected to be
reclassified to earnings during the next twelve months. The

- time valUg component excluded from effectiveness testing

was not material for the periods presented.

The following table provides information regarding the
Company's foreign exchange forward and option contracts
as of December 31, 2001 and 2002. The fair value of the

foreign currency contracts represents the amount the

Company would receive or pay to terminate the contracts,
considering first, quoted market prices of comparable .
agreements, or in the absence. of quoted market prices,
such factors as interest rates, currency exchange rates and
remaining maturity. - ‘ '
S As of December 31, 2001

Contract  Carrying Fair
{In thousands) . . Amount Value Value

Forward forsign

exchange contracts $8170 3831 - $831

. Foreign exchange

option contracts $ 8007 $313 ° '$313

" As of December 31, 2002

' ) ‘Contract. Carryi’né Fair
-Amount Value Value

Forward foreign

exchange contracts. $13,566 - $140 . $140

- Foreign exchange

option contracts $ 1854 $33 $33

The Company formally documents ali'relationships between
hedging instruments and hedged items, as well as its risk-
management objectives and strategies for undertaking vari-
ous hedge transactions. The Company links all derivatives
that are designated as hedging instruments in foreign cur-
rency cash flow hedges to forecasted transactions or firm
commitments. In accordance with the provision of SFAS

133, the Company assésses, both at the inception of sach

. hedge and on an on-going basis, whether. the derivatives

that are designated in hedging qualifying relationships are




NOTE 5—Head UK Acquisition

In August 2001, one of the Company’s subsidiaries formed a
wholly<owned sales and marketing company in Great Britain.
(n December 2001, this company acquired a distribution
business for $4.1 million. The acquisition was accounted for
in accordance with SFAS 141, whereby approximately $2.4
million was allocated to inventories, $0.6 miflion was allo-
cated to order backlog shown in prepaid expenses and
$0.3 million to liability assumed. The excess of the pur-
chase price over the fair value of the net assets acquired
resulted in $1.4 million of goodwill. This goodwill will not
be amortized, but will be tested at least annually for
impairment. $0.2 million and $0.3 million order backlog
was expensed in 2001 and 2002, respectively.

NOTE 6—Accounts Receivabie
Accounts receivable con31st of the following (m thousands):

‘December 31,
2001 2002

Trade debtors -$144,196  $160,835
Other receivables © 16,593 - 12,108
~ Allowance for doubtful accounts (10,787) (11,834)

Accounts receivable, net $150,002  3$161,108

NOTE 7—Inventories )
Inventories consist of the following (in thousands):

December 31,

2001 2002
Raw materials and supplies '$ 17,330 $ 18,526
. Workin process i 6,512 6,486
" Finished goods ) 63,708 67,766
Provisions » (13,9780  (15,140)
$ 73575 $ 77,638

Total inventories, net

NQOTE 8—Marketable Securities

Marketable securities consist of the following {in thousands): -

December 31,

2001 2002
Held-to-Maturity :
Austrian government debt securities § 318
Austrian debt security funds 1,087
Corporate debt securities 286
Other securities 311
Total marketable securities
held-to-maturity $2,001
Available-for-Sale :
Austrian government debt securities $ 114
Corporate debt securities 340
Debt investment funds -~ o 1,208
Other securities : o 1,056
Total marketable securities .
available-for-sale $2,718
“Less: Short-term portion v — (402)
Total Iong—term marketable securites ~ $2,001  $2,316
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Maturities of debt securmes are as foIIows (in thousands)

‘December 31,

2002
Mature within 1 year $ 402
Mature between one year: and five years . - 454
Mature between five years and ten years - —_—
Mature after ten years - ) 1,862

Total marketable securities B - $2,718

Marketable securities with a maturity of less than one year
are included in other current assets m the accompanymg
consolidated balance sheets

Under Austnan regulations, debt securities were restricted

‘as to withdrawal, requiring that a percentage of leaving
indemnity plan assets are maintained in discounted Austrian

government and Austrian corporate debt securities. Due to
changes in the regulations, the restriction has been abol-
ished. Management no longer intends to hold these mar-
ketable securities until maturity. Accordingly, the Company
reclassified $2.0 million of held-to-maturity securities to
available-for-sale and wrote down the assets by $0.2 mil-

lion to market value.
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Adjusted net income {loss)

NOTE 4—Goodwill and Other Intangible Assets
Effective January 1, 2002, the Company adopted SFAS

‘No. 142, Goodwill and Other Intangible Assets, and ceased

amortization of purchased goodwill and trademarks, which
were determined to be indefinite-lived.

Intangible assets consist of the followihg (in thousands):

December 31,

" 2001 2002
Trademarks $19,066 - $19,066
Goodwilf ‘ 3,826 3,926

' 122,992 . 22,892
Less: Accumulated amortization ‘
of trademarks o (2,529} (2,529)

"Less: Accumulated amortization
of goodwill _ (227) (227)

Total intangible assets, net $20,236 $20,236

The Company completed the transitional impairment tests
for goodwill and indefinite-lived intangibles as of January 1,
2002, and the annual impairment test in the fourth quarter
as required by SFAS No. 142. In doing so, the Company

determined that goodwill and trademarks are.not impaired;

‘therefore, no.impairment charge was recorded.

" The effects of adopting the new standards on net income

{loss) and basic and diluted earnings per share for the years
ended December 31, 2000, 2001 and 2002, are as follows
{in thousands): '

' Net Income

For the years ended December 31, 2000 2001 - 2002

Inceme (loss) from continuing
operations before o _
extraordinary items $26,321 § 9,424 $(2,615)
Add: Goodwill amortization - -96 58 -
- Trademark amortization 858 858 —_

* Adjusted income {loss) from

‘continuing operations before

- extraordinary items - $27,275 $10,340 -$(2,615)

Net income (loss) - 27,781 9,424  (2,615)

. Add: Goodwiil amortization © 96 58 —

Trademark amortization 858 858 —

- $28,736 $10,340  $(2,615)

Earnings per Share

Basic
For the years ended December 31, 2000 2001 2002
Income (loss) from continuing
operations before .
extraordinary items $0.94 3$0.25 $(0.07)
Add: Goodwill amortization 0:.00 000 —
Trademark amortization 0.03 0.02 -
Adjusted income (loss) from
continuing operations
before extraordinary items $0.97 $0.27 $(0.07)
Net income {loss) 099 025 (0.07)
Add: Goodwili amortization 0.000 0.00 -
Trademark amortization 0.03 002 -
${0.07)

Adjusted net income (loss)

$1.02 $0.27

"Earnings per Shars

$0.94° $0.26

Diluted
For the years ended December 31, 2000 ‘2001 2002
Income (loss) from continuing
operations before _ .
extraordinary items $0.36 $0.24 $(0.07)
Add: Goodwill amortization 0.00 0.00, -
Trademark amortization ©0.03 0.02 —
Adjusted income (loss) from ' ‘
~ continuing operations i .
- before extraordinary items $0.89 - $0.26 $(0.07)
Net income (loss) 091 024 {0.07)
- Add: Goodwill amortization ~0.00 000 —
Trademark amortization 0.03 002 —_
Adjusted net income {loss)

$(0.07)




On April 30, 2002, the FASB issued SFAS No. 145, Rescission
of FASB Statements No. 4, 44 and 64, Amendment of FASB
Statement No. 13 and Technical Corrections. SFAS No. 145
will not have a material impact on the Company's consoi-

~ dated financial position or results of operations other than

_ effects of this standard, if any, have not yet been evaluated

requiring the Company retroactively to reclassify gains or
losses on extinguishment of debt from extraordinary items
beginning upon adoption on January 1, 2003.

In June 2002, the FASB issued SFAS No. 146, Accounting
for Costs Associated with Exit or Disposal Activities, SFAS
No. 146 addresses financial accounting and reporting for
costs associated with exit or disposal activities and nullifies
Emerging Issues Task Force (EITF) issue No. 94-3, Liability

Recognition for Certain Employee Termination Benefits and -

Other Costs to Exit an Activity (including Certain Costs

Incurred in a Restructuring). SFAS 146 requires that a liabil- -

ity for a cost associated with an exit or disposal activity be
recognized and measured initially at fair value only when
the liability is incurred. The provisions of SFAS No. 146 are
effective for exit or disposal activities that are initiated after
December 31, 2002 with early application encouraged. The

.by the Company

In January 2003, the Emerging Issues Task Force (EITF)
issued EITF 00-21, Accounting for Revenue Arrangements
with Multiple Deliverables. EITF 00-21 addresses the issues
of (1) how to determine whether an arrangement involving

- multiple deliverables contains-more than cne. unit of

accounting and (2) how arrangement consideration should

‘be measured and allocated to the separate units of account-

ing in the arrangement. EITF 00-21 does not change other-

wise applicabie revenus recognition criteria. EITF 00-21 is

effective for revenue arrangements entered into in fiscal
periods beginning after June 15, 2003. The Company is in

”the process of assessing the ampact of adopting EITF 00-21.

Management believes EITF 00-21 has no impact on the

- Company's financial position or results of operations.

- after December 31, 2002. The Company does not expect that

(n November 2002, the FASB issued FASB Interpretation
Nc. 45 (FIN 48), Guarantor's Accounting and Disclosure
Regquirements for Guarantees, Inciuding indirect Guarantees
of Indebtedness of Others. FIN 45 requires a liability to be
recognized at the time a company issues a guaranteg for the
fair value of the obligations assumed under certain guarantee
agreements, such as certain indemnity provisions and guaran-
tees of third party debt. The provisions for initial recognition
and measurement of guarantee agreements are effective on
a prospective basis for guarantees that are issued or modified

the adoption of FIN 45 will have a significant impact on the.
Companys financial position or results of operatlons

In January 2003, the FASS issued FASB Interpretation No.
46 (FIN 48), Consolidation of Variable Interest Entities, an
interpretation of ARB 51. FIN 46 addresses the consolida-
tion of entities for which control is achieved through means
other than through voting rights {"variable interest entities”
or "VIE") by clarifying the application of Accounting Research
Bulletin No. 51, Consolidated Financial Statements, to certain
entities in which equity investors do not have the character-
istics of a controlling financial interést or do not have suffi-
cient equity at risk for the entity to finance its activities
without additional subordinated financial support from other
parties. FIN 46 provides guidance on how to determine

when and which business enterprise (the “primary benefici-

ary"”) should consolidate the VIE. In addition, FIN 46
requires that both the primary beneficiary and all other
enterprises with a significant variable interest in a VIE make
additional disclosures. The disclosure provisions of FIN 46
are effective in all financial statements initially issued after
January 31, 2003. FIN 46 is required to be immediately
applied by all entities with a variable interest in a VIE cre-
ated after January 31, 2003. A public entity with a variable
interest in a VIE created before February 1, 2003 is required

-to.apply FIN 46 to that entity no later than the beginning of

the first interim or annual reporting period beginning after
June 15, 2003. The Company is in the process of assessing
the accounting impact of adopting FIN 46 but does not cur-
rently expect that it will havs an impact on the Company's
financial position or results. of operations. .

NOTE 3—Discontinued Operation

In August 2000, prior to its initial public offering, Head N.V.
granted its then 100% shareholder, Mead Sports Holdings
N.V., the option to receive all outstanding shares of London
Films as a shareholder distribution. Head Sports Holdings
N.V. was then and still is-coptrolled by Johan Eliasch. On
October 31, 2000, alf of the share capital of London Films,
with net assets of $0.6 million, was distributed in.accord-
ance.with this option. The results of operations of London
Films have been presented as a discontinued operation in.

“the accompanying consolidated statements of operations

for the year ended December 31, 2000. Revenues of
London Films were $ 0.5 million for the year ended:

v December 31, 2000.

No income tax expense has been recorded on the income
from discontinued operations due to the avallabnhty of net
operating loss carryforwards. ‘
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of Head Holding Unternehmensbeteiligung GmbH, all of
the Company's Austrian subsidiaries are included in a con-
solidated Austrian federal income tax return, Separate provi-
sions for income taxes have been prepared for the
Company's. other subsidiaries.

The Company provides a valuation allowance for deferred
tax assets for which it does. not consider realization of such
assets to be more likely than not.

Computation of Net Income (Loss) per Share

Net income (loss) per share is computed under Statement
of Financial Accounting Standards No. 128 (“SFAS 128"),
Earnings per Share. Basic net income per share is com-
puted by dividing the net income for the period by the
weighted average number of ordinary shares outstanding

* during the period. Diluted net income per share is com-

puted by dividing the net income for the period by the
weighted average number of ordinary shares and potantial
ordinary shares outstanding during the pericd. Potential

. ordinary shares are composed of incremental shares

issuable upon the exercise of share options and warrants,
and #re included in diluted net income per share to the
extent such shares are dilutive.

* The following table sets forth the computation of diluted
: .weighted average shares outstanding for the periods indicated:

For the Years Ended
. ) December 31,
{in thousands) 2000 2001 2002

-Weighted average shares ‘ _ .
outstanding—basic 28,071 38,083 37,356
Ditutive effect of stock options 1,888 1,733 —
Dilutive effect of warrants : 750 -_ el

-Weighfed average shares . .
outstanding~-diluted - - 30,879 39,816 - 37,356 -

For the year ended De,ce'r_nber 31 ,' 2002, the diluted weighted
average shares outstanding exclude the incremental effect of

1,788,490 stock options because it is anti-dilutive,

Use-of Estimates o . :

The preparation of financial statements in conformity with
generally acgepted accounting principles requires manage-
ment to make estimates and assumptions that affect the

" reported amounts of assets and liabilities and disclosure of
‘contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and

expenses during the reporting period. Actual results could

- differ from those estimates.

Recent Accounting Pronouncements

On July 20, 2001, the Financial Accounting Standards Board
{"FASB") issued SFAS No. 141, Business Combinations,
and SFAS No. 142, Goodwili and Other Intangible Assets.
SFAS No. 1471 requires that all business combinations be
accounted for by the purchase method. SFAS No. 142
addresses the accounting for acquired goodwill and other
intangible assets and contains certain transitional provi-
sions, which may affect classification and balances of
intangible assets.

The ongoing impact is that goodwill and intangible assets
with an indefinite life are no longer amortized, but instead-
are tested at least annually, in the fourth quarter, for impair-
ment. The goodwill impairment test is a-two-step test.
First, each reporting unit's (which 'generally represents one.
level below an operating segment) carrying value is com-
pared to its fair value. Second, where the reporting unit's
carrying value exceeds its fair value, an impairment loss is
recognized to the extent that the goodwill carrying value

exceeds the reporting unit's implied goodwill, which is cal- -

culated as the difference between the reporting unit's fair
value and the fair value of the reporting unit's recognized
and unrecognized assets and liabilities. The impairment test
for indefinite-lived intangible assets requires that an impair-
ment loss be recognized equal to the excess of its carrying
value over its fair value {see Note 4).

In October 2001, the FASB issued SFAS No. 144,

. Accounting for Impairment or Disposal of Long-Lived

Assets. SFAS No..144 retains the fundamental provisions
of SFAS No. 121, Accounting for the Impairment of Long-
Lived Assets and for Long-Lived Assets to be Disposed

Of, for {1) the recognition and measurement of the impair-

-ment.of long-lived assets to be held and used and (2) the
. measurement of long-lived assets tg be disposed of by

sale. SFAS No. 144 also amends AP8 No. 30, Reporting

‘the Resuits of Operations—Reporting the Effects of. - .

Disposal of a Segment of Business, by-requiring that opér-
ating and disposal gains/losses be recognized in the period
incurred. Additionally, SFAS No. 144 expands the separate
presentation requiremént of discontinued operations 10

.include ali components of an entity with operations that {1)

can be distinguished from the rest of the entity and (2} will

be eliminated from the ongoing operations of the entity ina .

disposal transaction. This statement is effective for fiscal
years beginning after December 15, 2001, Adoption of this
staternent did rot have ‘a material impact on the Company's
consolidated financial position or results of operations,




Intangible Assets '
Identifiable intangible assets comprise trademarks and
goodwill. Prior to the Company’s adoption of SFAS 142,
Goodwill and Other Intangible Assets (“SFAS 142"}, trade-
marks were amortized using the straight-line method over
a period of 20 to 40 years. Goodwill was amortized using
the straight-ine method over a period of 15 to 30 years.
The Company periodically reviewed the carrying value of
its intangibles based primarily upon an analysis of undis-
counted cash flows. Any impairment would have been
recognized when the expected future operating cash
flows derived from such intangible assets was less than
their carrying value. The impairment to be recognized was
measured by the amount by which the carrying amount of
the asset exceeded the fair valug-of the asset.

- The Company applied SFAS 142, beginning July 1, 2001,
for goodwill and intangible assets acquired in business
combinations initiated after June 30, 2001, and beginning

January 1, 2002, for all other goodwill and intangible assets.

 For'an explanation of how the Company applies SFAS 142,
see "Aecent Accounting Pronouncements” in Note 2.

Revenue Recognition

‘Revenues from product sales are recognized at the time
of product shipment, which represents transfer of title to
the customer. Revenues from each licensing agreement

are recognized over the license term for the fixed license
revenue portion and based on underlying customer sales

once minimum contractual sales volumes are met for the
variable license revenue portion. Provisions are recorded.

for estimated product returns at the time revenues are rec-

ognized. Costs assoéiated with product shipment and han-
dling are classified in selling and marketing expense in the
-consolidated statement of operations.

Translation of Foreign Currency
Finished goods sales to customers in Austria, ltaly,

. Germany, Japan France, Switzerland, Canada, Spain, the
United Kingdom and the United States of Americz are
generally billed in local currency. The local currency is the
functional currency of the subsidiaries in these countries.
Foreign currency {functicnal currency) assets and liabilities

- are translated into U.S. dollars (the reporting currency) at

the exchange rate on the balance sheet date, with result-

ing translation adjustments recorded in other comprehen-
sive income. Revenue and expenses are translated at

average rates prevailing during the year. Foreign exchange
gains and losses arising from transactions denominated in

a currency other than the functional currency are included

in.income. The effect of exchange rate changes on inter-

company transactions of a fong-term investment nature
are-included in other comprehensive income.

Financial Instruments

On January 1, 2001, the Company adopted Statement of
Financial Accounting Standards No. 133 (“SFAS 133"),
Accounting for Derivative Instruments and Hedging
Activities, as amended. SFAS 133 requires that the
Company record all derivatives on the balance sheet at fair
value. The Company uses derivative instruments, specifi-
cally foreign exchange forwards and option contracts, to
hedge the foreign exchange risk related to its forecasted

‘and firmly committed foreign currency denominated cash

flows. On the date on which a derivative contract is trans-
acted, the Company designates the derivative as a hedging
instrument, as either a fair value hedge or a cash flow’

" hedge. Changes in derivative fair values that are desig-

nated, effective and qualify as fair value hedges are recog-
nized in_earnings as offsets to the related earnings effects
of changes in fair value of related hedged assets, liabilities
and firm commitments attributable to the hedged risk.
Changes in derivative fair values that are designated, effec-
tive and qualify as cash flow hedges will be deferred and
recorded as a component of accumulated cther compre-
hensive income (AOC!) until the hedged transactions affect
earnings, at which time the deferred gains and losses on
the derivative designated as cash flow hedges are recog-
nized in earnings, and classified in accordance with the
classification of the hedged item. The Company excludes
the time value component of the derivatives’ change in
fair value from the assessment of hedge effectiveness.
The Company enters into hedging relationships. to limit
the foreign exchange rate risk for periods generally not to.
exceed one year. The Company does not utilize financial
instruments for tradmg or speculative purposes

--Research and Development Costs

Research and development costs are expensed as incurred.

Advertising Costs
Advertising costs are expensed as mcurred

' Stock-Based Compensat/on

The company accounts for its stock option plan usmg the
fair value method in accordance with Statement of Financial
Accounting Standards No. 123 (“SFAS 123"} Accountmg

for Stock-Based Compensation.

Debt Issuance Costs
Debt issuance costs are capltallzed and amomzed over the
term of the debt. ‘

Income Taxes

The provision for i income taxes is based on income recog-
nized for financial statement purposes and includes the
effects of temporary differences between such income and
that recognized for tax return purposes. With the exception
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NOTES i

S TO THE CONSOLIDATED
FINANCIAL STATEMENTS

NOTE 1—The Company :

Head N.V. {("Head" or the “Company”] was incorporated in
Rotterdam, Netherlands, on August 24, 1998, With effect
from this date, Head Holding Unternehmensbetsiligung
GmbH (“Head Holding”) merged with a wholly-owned sub-
sidiary of the Company in a transaction treated as.a merger
of entities under common control and accounted for on an
“as if pooling” basis.

On January 1, 1996, Head Holding acquired 100% of the

_outstanding shares of HTM Sport- und Frejzeitgerdte AG

(*HTM").. The acquisition has been accounted for as a pur-
chase and accordingly the operating results of HTM have
been included in the Company’'s consolidated financial
statements since the date of acquisition.

The Company is a global manufacturer and marketer of
branded sporting goods serving the skiing, tennis and div-
ing markets. Head N.V. has created or acquired a portfolio
of brands—Head (alpine skis, ski boots and snowboard .
products, tennis, racquetball and squash racquets), Penn
{tennis balls and raequetball balls), Tyrolia {ski bindings),
Méres and Dacor (diving equipment).

NOTE Z—Summary of S(gmﬂcant Accountmg Pohcves
Basis of Presentation

“The Company and its subsidiaries maintain their accounting
- records in accordance with their local regulation$ and have

made certain adjustments to these records to present the
accompanying financial statements in conformity with gen-

.erally accepted accounting principles in'the United States

of America. In addition, the Company publishes its statu-

. tory financial statements in accordance with Dutch corpo-

rate regulations.

-Consolidation Policies
‘The consolidated financial statements of Head includs the
-accounts of -all majority-owned subsidiaries and entities oth-
. erwise controlled by the Company. All intercompany trans-
- actions and balances have been elnmnnated in consolidation.

Cash and Cash Equ/va/ents

" Cash and cash equivalents comprise cash and short-term,

highly liquid lnvestments with an orlgmal matunty of three
months or less.

‘Inventories

Inventories are stated at the lower of cost or market. Costis
determined on a first-in first-out basis.

Marketable Securities

Debt securities that the Company has the positive intént
and ability to hold to maturity are classified as held-to-matu-
rity and reported at amortized cost. Debt and equity securi-
ties held principally for salling in the near term are classified -
as trading and reported at fair value, with unrealized gains
and losses included in earnings. Debt and equity securities
not classified as either held-to-maturity or trading are classi-
fied as available-for-sale and are reported at fair value, with
unrealized gains and losses reported in other comprehen-
sive income.

Property, Plant and Equwment

_Property, plant-and equipment is recorded at cost and

includes expenditures for.new facilities and expenditures
which substantially increase the useful lives of existing
facilities. The cost of maintenance, repair and minor ‘
renewals is expensed as incurred. When plant and equip-
ment is retired or otherwise disposed, the cost and related

- accumulated depreciation are eliminated, and any gain or

loss on disposition'is recognized in earnings. Depreciation
is calculated using the straight-line method over the esti-

‘mated useful lives of the assets.

/mpa/rment

The- Company accounts for »rnpaurments subsequent to
January 1, 2002 in‘accordance with the Statement of
Financial Accounting Standards No. 144 {"SFAS 144"},
Accounting for the Impairment or Disposal of Long-Lived
Assets, and previeusly in accordance with SFAS 121,
Accounting for the Impairment of Long-Lived Assets and
for Long-Lived Assets to Be Disposed Of. Both standards
require that long-lived assets are reviewed for impairment

" whenever events or changes in circumstances indicate that
. the carrying amount may not be recoverable. If the fair

value is less than the carrying amount of the asset, a loss
is recognized for the difference. The Company’s review

-invalves comparing current and future operating flows to

the carrying vaiue of the assets. Long-lived assets to be
disposed of, if any, are reported at the lower of their carry-
ing amount or fair value, less.cost to sell.




‘For the Years Ended December 31, z
{in thousands) - 2000 2001 2002 g
Operating Activities: 3
Net income (loss) $ 27,781 $ 9,424 $ (2,615) 3
Adjustments to reconcile net income to net cash 2
provided by operating activities: v g
Depreciation and amortization ‘ 16,110 15,936 17,038 £l
Share of loss from equity investment, net of tax — 1,117 —_ ‘Z
Provision for leaving indemnity and pension benefits 772 823 883 3
Gain on sale of property, plant and equipment (1,160 (867) (774) 5
~ Gain on debt restructuring < {2,104) — . - é°
Non-cash interest expense {1,023) — - 3
Non-cash compensation expense ‘ : 1,378 2,025 1,632 8
Deferred tax ' : {5,165) 1,863 220 >
Other, net {31) — - g
Changes in operating assets and liabilities (net of effects of acquisitions): : ' Y
Accounts receivable : (7,457) 2,071 2,657 =
‘Inventories : (13,277) 9,402 9,101 %
_Prepaid expense and other assets _ {31 2,538) . 1,494 g
‘Accounts payable, accrued expenses and other liabilities {9,341) (3,338) {6,356) 1‘33
Net cash provided by operating activities : 6,452 - 35,921 23,279
Investmg Activities: , o
Purchase of property, plant and eqUIpment ‘ = (20,571) (16,314) (20,746)
Proceeds from sale of property, plant and equipment 3,303 © 1,080 2,105
Other acquisitions _ ' - (4,130) —
Equity investment (Note 27) o v — _-(684) —
Maturities {purchases) of marketable securities, net S 90 135 © {164)
Net cash used for investing activities s : {(17,178) (19,913) = {18,804)
Fmancmg Activities: ‘ : - A :
Change in short-term borrownngs net ' ' (38,032) - 15136 - {2,853)
Proceeds from long-term debt ) ’ 1,789 807 16,592
Payments on long-term debt . _ . (61,570) {7180 - {4,340
- Proceeds from initial public offering ' 134,402 L= R
- Purchase of treasury stock o B.211) - (5378 - (3,046)
Payments to repurchase shares from exercised options — S - {1,121
" Proceeds from exerc1sed options R ‘ o — — - 3.
Dividend paid : ' : . (18,717) (9,455) ' (5,233)
- Charige in restricted cash : o 4,812 - =
" Net cash provided by financing activities 20,073 . 393 2
Effect of exchange rate changes on ¢ash and cash equivalents ' . (11,446) (10,122) 10,994
Net increase (decrease) in cash and cash equivalents C (2,099) 6,278 15,470
Cash and cash equivalents at beginning of pericd _ - 17,948 15,848 : 22,128
- Cash and cash equivalents at end of period $ 15,848 $ 22,128 . § 37,598
Supplemental Cash Flow Information: ‘ __ o A : :
Cash paid for interest - . - ‘ $ 19,992 - $ 10,426 $ 10,736
Cash paid for income taxes ’ % 3,230  § 2208 $ 1,747
Spin-off of London Films : ' - o $ 645 - § - $ -

" - The accompanying notes are an integral part of the consclidated financial statements.
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CONSOLIDATED STATEMENTS
BFSTOCRHOLDERS EQOITY

Accumulated

) Additional . Other Total
_m Paid-in Treasury  Retained Comprehensive  Stockholders’
{in thousands, except shares) Shares Amount  Capital Stock Earnings Incorne Equity
Balance at December 31, 1989 24227820 $ 64 $15221 $§ ~— $64834 $ 2428 § 82,647
Dividend paid — — — — (15717 - (15,717)
Stock-based compensation — — 1,378 — — — 1,378
Conversion to a par value from
- NLG 0.01 to EUR 0.20 — 4,414 (4,414) - —_ - —
Exercise of warrants ‘ 1,008,524 4 (4) - — - -
Purchase of treasury stock (956,300 — — (5,211 — - (6,211)
Issuance of ordinary shares under public ) ’
offering, net of issuance costs 14,683,333 2,585 131,817 — - — 134,402
Spin-off of London Films - — - — (1277 832 - (645)
Comprehensive income: . o
Net income —_ —_ — — 2773 - 27,781
Foreign currency translation adjustments - - — — — 5,452 5,452
Comprehensive income ' 33,233
Balance at December 31, 2000 38,864,377 $7,067 §143,998 §1(5.211) $75,620 $ 8,512 $229,988
Dividend paid ‘ - - — - {9,455) - (9,455}
Stock-based compensation - - 2,025 — — — 2,025 .
‘Purchase of treasury stock {1,085,000) — — {5,378) - — (5.378)
Transter of treasury stock (Note 19} — — (10,5891 10.589 -— — —
" Net income - —_— — - 9,424 — 9,424
Other comprehensive income:
- Cumulative effect of adoption of SFAS 133 - — — — —_ 1,850 1,850
Unrealized gain on derivative instruments ' ' .
{net of tax of $88) - - - — — 950 850,
Reclassification adjustment for derivative C
_ gains recorded in net income - ' - — - - - {1,850) - {1,850)
Foreign currency transtation adjustment — — — — — (15,195) {15,185)

. Comprehensive loss (4,821} .
Balance at December 31,2001 37,779,377 $7,067 $135435 $§ — $75590 $(5,732) $212,359
Dividend paid . -_ - - —~ - (5,233 - {5.233)

~Stock-based compensation - - 1,632 — — — T 1,632

© Purchase of treasury stock {Note 19) {1.247,060) - © o= {3,048) - .- (3.046)
Repurchase of shares from exercised options - - 167 (1,288) - - — -{1,121)
Proceeds from executed option 11,212 — 3 - - - "3
Net loss - - - — (2675 - 2,615)

Other comprehensive income: : :
Unrealized losses on marketable securities,
(net of tax of $65) - - - — - (138) . {138)
Unrealized gain on derivative instruments ; ‘
{net of tax of §64) ) - - - — — 640 840 -
Reclassification adjustment for derivative - :
gains recorded in net income — - —_ — — (1,488) -(1,488)
Foreugn currency translatlon ad;ustment - — — -— - 28,832 28,832
- Comprehensive income - — - - - — 27,846
Balance at December 31, 2002 . 36,543,539 . $7,067 $137,237 $1(4,334) $67,741 $22,114 $229,824

' The accompanylng notes are an /ntegra/ part of the conso/ldared frnanc:a/ statements .




CONSO DATED A IV

DF OPERD ) N

For the Years Ended December 31,

_ The accompanying notes are an integral part of the' consolidated financial statements.

fin thousands, except per share data) ' 2000 2001 2002
Revenues:
Product revenues : $390,784 $384,010 $379,089
Licensing revenues 7.855 8,011 8,398
Total revenues © 398,639 392,021 387,487
Cost of sales 227,442 233,971 233,402
Gross profit ‘ i 171,197 158,050 - - 164,084
" Selling and marketing expense , 97,743 102,094 102,619
Gerieral and administrative expense (excludmg non- cash . » . o
compensatlon expense) 33,488 34,810 32,081
Non-cash compensation expense 1,378 2,025 1,632
Operating income ’ , . ..38588 19,121 17,783 -
Interest expense ) - (18,642) {11,279 {11,677)
interest income ' 1,118 892 . " 940
Foreign exchange gain {loss) o o 7,502 5,828 (7,387
Other income (expense), net , {4,181) 7 387
Income from continuing operations before income taxes } i
- and extraordinary items . : 24,386 14,573 18
Ancome tax benefit {expense): ' _ B ‘
Current _ (3,231)- {2,169) (2,410
Deferred : o 5,165 (1,863} {220)
Income tax benefit {expense) ‘ : - 1,934 {4,032) (2,630
Share of loss from equity investment, net of tax (Note 27) . ' — (1,117) -
Income (loss) from continuing operations before extraordinary items 26,321 9,424 " {2,615)
Loss from discontinued operation {(Note 3) - (644) — ' —_
Extraordinary gain (net of income tax of $1,558 in 2000, (Note 18)) ’ 2,104 — —
- Net income (loss) - ' : $ 27,781 $ 9424 $ (2,615
Earnmgs per share—basnc _
lhcome (loss) from continuing operations before extraordinary items % 094 § 025 '$ {0.07)
" Loss from discontinued operatlon : . {0.02) ‘ — —_
Extraordinary gain . ‘ . 0.06 — ==
Net income (loss) ' ' - 099 0.25 -~ {0.07)
"Earnings per share—diluted ' ‘ : .
Income (loss) from continuing operations before extraordmary items $ - 086" % 024 $ (0.07)
Loss from discontinued operation i ' (0.02) — : -
Extraordinary gain . . . : 0.07 _ i
Net income (loss) ‘ . ' C. 091 0.24 (0.07)
Weighted average shares outstandmg . . : : o
Basic 28,071 38,083 . 37,356
Diluted | . 30,679 39,816 37,356
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LONSOLIDATED __ — —— —— ——
s ALANCE SHEETS —————————

December 31,

T
& (in thousands, except shares) | | 2001 2002
z. -
< Assets: ' ,
2 Cash and cash equivalents $ 22,128 $ 37,598
© Accounts receivable, net of allowance for doubtfut accounts of $10,787 and $11,834 150,002 161,109
g Inventories, net ‘ 73,575 77,638
g Prepaid expense and other current assets ‘ _ . : - 15,001 16,441
<0 T -
g Total current assets - ‘ 260,706 292,786
§ Marketable securities Co ' ' 2,001 2,316
3 Property, plant and equipment, net 60,728 73,156
3 Intangible assets, net : 20,236 - 20,236
2 Deferred income taxes : ' ’ : 64,793 78,148
8 Other non-current assets . ' 8085 = 7,212
g Total assets ' X : $416,519 $473,853
Q — -
'S Liabilities and Stockholders’ Equity: ' - ' _
.5 Accounts payable ; : $ 29176 $ 33,069
o . Accrued expenses and other current liabilities ' . 38,593 39,388
3 Short-term borrowings - : 53872 , 58773
2 Current portion of long-term debt - _ ’ 1,412 2,349
Total current liabilities o . : ' 123,053 133,579
Long-term debt ) : 67,682 93,771
Other fong-term liabilities o : - : S 13,416 "16,670
Total liabilities . ) _ ' 204,151 244,020
Minority interest ‘ : - 9 9

Commitments and contingencies (Note 17) o — —
Stockholders’ Equity: . : ' ' _ ‘ . o

Ordmary shares: EUR 0.20 par value; 38,820, 677 shares issued . . 7,067 7,067
Additional paid-in capital ] - ' 135,435 137,237
" Treasury stock at cost: 1,843,460 shares at December 31 2002 . —_ (4,334)
Retained earnings : . ' ’ 75,590 67,741
Accumulated other comprehensive mcome : (5,732) - 22,114
*Total stockholders’ equity - g o .. 212359 - 229,824
Total liabilities and stockholders’ equity : a o ‘ - $416,519 $473,853

_ The'accompanying.notes are an integral part of the consolidated financial statements.




Foreign Currency Exchange. For the twelve months ended
December 31, 2002, we recorded a forsign currency ‘
exchange loss of $7.4 million, compared to a gain of $5.8
million in 2001. The icss generated in the twelve month
period compared with the gain recorded in 2001 is primarily
associated with the Company's U.S. dollar denominated
receivables of the Company’s European subsidiaries as the
euro strengthened against the U.S. dollar during the year.
We operate-in a multi-currency environment and are subject
to the effects of fluctuation in exchange rates.

Other Income, Net. For the twelve months ended
December 31, 2002, other income, net increased by
$0.4 million to $0.4 million from $0.0 million in 2001.

Income Tax Expense. For the twelve months ended
December 31, 2002, income tax expense decreased by
$1.4 million to $2.6 million from $4.0 million in 2001. The
change in tax expense is mainly attributed to an increase of
current income tax expense primarily in Austria and Italy

Share of Loss from Equity Investment, Net of Tax. This rep- .
- resents the Company's share of loss from an equity invest-
ment in a distribution company purchased at the end of.
.2000. In the twelve month period ended December 31, 2001
the Company’'s share of losses from this equity investment
_.was $1.1 million. On December 14, 2001 the Company with-
drew its investment and has no further obligations.

* Net Income (Loss). As a result of the foregoing factors, for
the twelve months ended December 31, 2002, the Company
had net loss of $2.6 milfion, compared to net income of
£3.4 million in 2001.

Liquidity and Capital Resources :
For the twelve months ended December 31, 2002, cash
generated from operating activities decreased by $12.6 mil-
lion, or 35.2%, to $23.3 million from $35.9 million in 2001.
This decrease is a result of lower net income and a lower
level of accounts payablé partially offset by a lower level of
receivables. The cash flows from operating activities and

. proceeds from sale of property were used to pay a dividend .

of $5.2 million to our shareholders and to purchase prop-

“erty, plant and equrpmem of $20.7 million.

. Cash from financing actlvmes was provided by entermg into

a sale-leaseback agreement of €10.6 million (approximately
$11.0 million), as well as by entering into a mortgage agree-
ment of $4.8-million, which was used in part to repurchase
€3.6 million {approximately $3.5 million).of the Senior
Notes, to purchase ordinary shares of $4.1 million and to

‘ - repay. $2.9 million short-term borrowings.

As of December 31, 2002, we had $48.2 million in avallable
unused credit facilitiss and reported $37.6 million cash on.
hand. Current Austrian credit lines expire and ‘the Company
is-in the process of réne’gbtiating them (see Note 12). We
believe that we are in. good standing with our lenders and
that we have sufficiént available credit for our needs.

dVYVO 'S'N uo paseg Zo0OZ Uoday fenuuy SBLBIPISGNS pue A'N béag

-
pury



2 dvvO 'S’ U0 peseg Z00Z 1OdBY [enuuY SBLEIPISGNS Pus A'N PesH

VANAGEMEN )
- N

Winter Sports revenues for the twelve months ended
December 31, 2002, increased by $9.2 million, or 6.8%, to
$144.7 million from $135.4 million in 2001, Excluding the
effect of changes in exchange rates, revenues in Winter
Sports increased by 1.4%. This increase was mainly con-
tributed by our snowboard equipment.

Racquet Sports revenues for the twelve months ended
December 31, 2002, decreased by $11.3 million, or 6.3%,

to $168.8 million from $180.1 million in 2001. Excluding:

the effect of changes in exchange rates, revenues in
Racquet Sports decreased by 7.8%. This decrease in rev-
enues is mainly due to having converted our footwear
business into a licensing agreement in 2002. To a lesser
extent, the racquet industry as a whole suffered a decline
in 2001 and 2002, due to a decline.in the number of recre-
ational players, poor weather condjtions in ceftain regions’
during the peak sefling season and consumer reactlon toa
slowing economy., :

Diving product revenues for the twelve months ended

December 31, 2002, decreased by $2.9 million, or 4.2%, to

$65.6 million from $68.5 million.in 2001. Excluding the effect
of changes in exchange rates, revenues from Diving prod-
ucts decreased by 7.0%. We believe that the diving market’
is suffering from both U.S. consumer reaction to the uncer-

* tainty regarding the overall political situation and the general

downturn in_the economy, which had resulted in fewer
people travelling worldwide to dive centers and resorts
and making corresponding purchases of equipment.

Licensing revenuss for. the twelve mohths ended
December 31, 2002, increased by $0.4 million to $8.4
miltion from $8.Q million in 2001.

Gross Profit. For the twelve months ended December 31,
2002, gross profit decreased by $4.0 million to $154.1 mil-
“liori from $158.0 million in 2001. Gross margin decreased.

to 39.8%in.2002 from 40:3% in 2001. The decline in
gross profit reflected lower volumes,. unfavorable currency

_impacts and lower average prices. The decline in gross

margin reflects higher material-and energy costs, lower

_average prices as well as unfavorable currency impacts.

Selling and Marketing Expenses. For the twelve months
ended December 31, 2002, selling and marketing expenses
increased by $0.5 million, or 0.6%, to $102.6 miltion from
$102.1 million in 2001. At comparable exchange rates,
seiling and marketing expenses decreased by 2.4%. This
décrease was due primarily to significantly lower advertis-
ing spending. This impact was partly offset by planned
increased departmental selling expenses in connection
with our new distribution unit in the United Kingdom.

General and Administrative Expenses. For the twelve
months ended December 31, 2002, general and adminis-
trative expenses decreased by $2.7 million, or 7.8%, to
$32.1 million from $34.8 million in 2001. In 2001, amortiza-
tion of goodwill and trademarks of $1.0 million was
recorded. In accordance with SFAS 142, in 2002, goodwill -
and trademarks are o longer amortized (see Note 4). In
2001, we also recorded $0.8 million in connection with

“employee termmatuon

We also recorded $1.6 million, in the twelve month period
ended December 31, 2002 and $2.0 million in the twelve
month period ended December 31, 2001, as non-cash com-
pensation expense due to the grant of stock options under

.our stock option plans 1998 and 2001 and the resultmg

amortization expense.

Operating Income. As a result of the foregoing factors, oper-

ating income for the twelve months ended December 31,
2002, decreased by $1.4 million, or. 7.2%, to $17.8 million

from $19:71 million in"2001."

Interest Expense. For the twelve months ended

. December 31, 2002, interest expense increased by $0.4

million, or 3.6%, to $11.7 million from $11.3 million in
2001. The increase was due to the strength of the euro
against-the dellar. The Company's mterest expenses are
mostty in euro.

Interest Incorme. For the twelve rhor_mths ended December 31,
2002, interest income remained broadly unchanged..




Overview

Head N.V. ("Head" or the “Company”) is a leading global

manufacturer and marketer of branded sporting goods serv-

ing the skiing, tennis and diving markets. We have created or

- acquired a portfolic of brands—Head (principally alpine skis,

ski boots and snowboard products, tennis, racquetball and

squash racquets), Penn (tennis balls and racquetball balls),

. Jyrolia (ski bindings), Mares and Dacor (diving equipment)—
which we believe are among the most widely recognized

" names within their respective markets.

With a broad product offering marketed mainly from mid-
dle to high price points, the Company supplies sporting
equipmeft and accessories to all major distribution ¢chan-
_nels in the skiing, tennis and diving markets, including pro
shops, specialty sporting goods stores and mass mer-
chants. Head N.V.'s products are sold through over 32,000
‘customers in over 80 countries and target sports enthusi-
asts of varying levels of ability and interest ranging from
the novice to the professional athlete, The Company's
strongest presence has traditionally been in Europe, and
-in recent years the Company has built market share in the
~ United States, the next largest market for the Company S
products after Europe.

We generate revenues in our prmcapa! markets by selling

. ‘goods directly to retail stores and to a lesser extent, by

- selling to distributors. We also receive licensing and royalty
" income. As many of our goods, especially Winter Sports
goods, are shipped during a specific part of the year, we
experience highly seasonal revenue streams. Following .

industry practice, we begin to receive orders from our cus- -

tomers in the Winter Sports division from March until June
during which time we book approximatsly three quarters

- of our orders for the year. We will typically begin shipment
- of skis, boots and bindings in July and-August, with the
peak shipping period occurring in October and November.

- At this time, we will begin to receive re-orders from cus-

tomers, which constitute the remaining guarter ‘of our

" .yearly orders. Re-orders are typically shipped in December
and January. Racquet Sports and Diving product revenues
also experience seasonality, but to a lesser extent than

. Winter Sports revenues. '

Results of Oberations
The following table sets forth certain consolidated state-
ments of operations data:

For the ‘Years
Ended December 31,

(in thousands) v 2001 2002
Revenues
Total revenues $392,021 $387,487
Cost of sales 233,971 233,402
Gross profit 158,050 154,084
Gross margin 40.3% 39.8%
Selling and marketing expense 102,094 102,619
General and administrative '
expense {excluding non-cash . ‘
compensation expense) 34,810 -32,081
_ Non-cash compensation expense . 2,025 1,632
Operating income 19,121 17,753
.Interest expense {11,275) (11,677}
Interest income - 892 940
Foreign exchange gain {loss) 5,828 -{7,387)
Other income, net . Y A - 387
Income tax expense {4,032) (2,630}

Share of loss from equity

investment, net of tax 1117 —

- $ 9424 - $ (2615)

Net income l{loss)

Total Revenues. For the twelve months ended December 31;
2002, total revenues decreased by $4.5 million, or 1.2%, to -
$387.5 million from $392.0 million in 2001. At comparable
exchange rates, total revenues decreased by 4.4%. This was
caused by significantly lower sales of racquet sports, due to
having converted our footwear business-into a licensing
agreement and lower sales of dlvmg equnpment

For the Years
Ended December 31,

“(in thousands) 2001 " 2002

Product Category:,

Winter Sports. (8136421 $144,667

Racgquet Sports 180,108 . 168,822

Diving 68,480 . 65,600

Licensing 8,012 18,398
Total Revenue $387,487

$392.021

- {0 dYVO "S'(1 UO paseq z00Z WOdaY fenuuy SAEINISONG pue ‘AN PEIH



LICEN \ ) D [\

Desprte a number of changes to the structure of the chensrng drvrsron in 2002
performance was very encouraging. Reported net revenues were $8 4 mrllron up
4% on reported net revenues of $8. 0 mllllon in 2001. '

* Z00Z Woday jenuuy ‘A'N peap -

.in-house and'is managed by our new UK sales and .

From the 1st of January. 2002 the Head footwear busi-
ness which used to be part of our Racquet Sports division
became a licensed business operated by Romika’ GmbH. -
Our licensing team now handles the relationship with
Romika and royalty income from the agreementis =
reported under the Licensing division.

Conversely, from 1 st January 2002 our UK bags busrness
which was previously licensed out, has been. brought

distribution- subsidiary. The revenues from this’ busmess ’
are now recorded within our Racquet Sports drvrs on.

_The remaining part of the licensing busmess has seen -

solid growth during the year. Although the Licensing divi- "+

sion’s net revenues of $8.4 million were only 2% of the -

“total group net revenues they represent worldwide sa!es' _ "
for our licensees of approximately $130 million in whole— '

sale value. In addition, the Licensing division has very..
limited costs and contributes srgmfrcantly to the group 'S

i operatlng profrts

:‘Selectedff’roduct"s_Solqjm n

The maj orrty of our_hcen51 g agreements are for the
Head and Penn brands. At the end of 2002 we had 30

- licensees for the Head: brand, including 8 new licensees

‘who. Jorned us during 2002. For the Penn brand we ended

2002 with 10'licénsees; of whom 2 were new srgnmgs

m:2002

he' ¢ anges to the UK bags busmess and global

; ; _footwear business outlined above, apparel is now. the
':~'__|argest contributor to our licensing i income. The other

srgnlflcant contnbutors are equrpment accessories

“ Our largest geographrc tarritory for licensing is Europe
 followed by North America. However we are seeing
-:-'.sztrong growth from South America and Asia and believe

" there i$ huge potential for more growth in these regions.

o T T S

cm b

2002 Licensing Net Revenues
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2002 was a difficult year for our Diving division. Reported net revenues were
$65.6 million, down 4% on reported revenues of $68.5 million in 2001. The global
market for diving equipment has been seriously affected by the reduction in air
travel after September 11 and also economic instability in a number of our key
markets. Our estimates suggest that overall the worldwide dnvmg equipment market
was down about 10% in 2002.

While the overall market has declined by about 10%, a The Proton line of regulators, featured on our Product

-+ ZoOZ woday fenuuy A'N PeeH

major downturm of approximately 20% has been reported Highlights page, marks the beginning of a new generation
in both the United States and Japan and only a few of smaller, lighter regulators. o '
markets such as those in South East Asia and Eastern B » .

Europe registered any market growth during 2002. Other product launches include our latest innovation in
o : buoyancy control vests called the Morphas line. This
We responded to these market dynamics by emphasis- is a convergence of technologies that offers maximum

ing our efforts in these newly developing markets. We " freedom’of movemént and unparalieled comfort. The
now have distributors in nine countries in the Far East " supporting jacket structure is independent of the buoy-

) lncludmg Thailand, Malaysia, Indonesia and the Philippines - ancy bag, which allows for an optlmum dlStl’lbUthﬂ ‘of-air

and.in EastefnElrope in Poland, Russia, the Czech and
Slovak Repubhcs and Croatia/Slovenia. [n most of these o
countries we now “have an official Mares Diving Centre.-.\.
These are non-cornpany owned centres that are equspped 5

with the latest Mares products and with personnel who - s
are trained and certified by. our technical trainers in the
ma:ntenance and repair of Mares products

.Desptte a difficult market we have mamtamed our market i
'share by contmually innovating and introducing new and Another new product, the Mares X-Vision:mask, was
- 'lmproved products T . . - recently awarded the “Golden Star Award" by Dive-Oz,
: ‘ . the biggest Australian online scuba resourcé: The
- X-Vision achieved an overall score of 95% and its comfort,
superior vision and quick adjustment system won par-
.- ticular praise. - . )

2002 Diving Net Revenues by Brand - -

2002 Diving Net Revenues by Geography

W~ Americs B Gurope §F Rest of Word
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) ",~-~__on the WTA tour:

SACQUET SPORTS DIVISION

2002 was another successful year"for‘th'ev Head/Penn Racquet Sports division. Reportedv

"net revenues were $168.8 million, down 6% on reported net revenues of $180.1 million

in 2001. However, on a continuing basis, excluding the footwear business in 2001

which is now licensed out, revenues were up 3%. This was an excellent resultina

year that has seen the worldwide market decline.

“In ZOOé'We'launched the next stage of our Intelligence
technology with the Intelligence X range of racquets.

We triumphed at a number of prestigious events and
Head was the top brand during the Davis Cup final, with -

three of the winning Russian team playing with Head = - These have been incredibly well received. By the end. of
racquets. Andre Agassi and Marat Safin ended the 2002 - .- 2002 Head Intelligence racquets were the most widely
ATP tour in number two and number three positions, =~ sold type of racquet incorporating new power-enhancing .
respectively and in total there were 27 Head players in and vibration dampenmg technology. Head also won
the top 100.. Head players also won four Tennis. Masters - & US Tennis Magazine “Editor’s Choice " award for
. Series titles, twelve ATP tour events and seven tltles the i.X6 racquet—the best selling racquet from our
- . . - wdintelligence X hne up

And we started 2003 wrth a fourth win for Andre AgaSS| ' wDunng 2002 we expanded our exclusive sponsorshipi

o manufacturmg
But it's not only the Head pro s that have had a notable year.

. 2002 Racquet Sports Net Revenues by Product .
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at the Australian Open o o ‘ ‘agreerment with the United States Professional Tennis
- oo Association {(USPTA) making Head the official. racquet
It was also a fantastic year for the Head squash team. °  brand of this 10,000-member organisation. Together
Carol Qwens became world number one. for the first time- . with Penn, which is already. the- official ball of the USPTA,
in her career in Novemnber, replacing her !ong-terrn rival . . we believe. this adds to Head/Penn’s brand visibility and
and fellow Australian, Sarah Fitzgerald. David Palmer builds Agw communication lines to consumers through
“also reached a career high when he won the 2002 World these influential teaching professionals. :
Squash Championships in Antwerpin December. This =~ | :
. victory crowned a string of successes for Palmer in the On the manufacturmg front the Penn team has done -
fast couple of years including World Open winner, World an excellent job increasing automation and improving .
;,,.:‘—'._Team s ‘Charmpion, Super Senes Flnal wxnner and world ’ efficiency at our plants in Mullingar, Ireland and Phoemx
o number one. - - e Arizona, which will keep us at the forefront of baII "

|
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The Head/Tyrolia Winter Sports division-had a very good year despite a soft global
market caused by economic uncertainty and poor snow conditions in many key
markets. Reported net revenues were $144.7 million, up 7% on reported net revenues
of $135.4 million in 2001. This growth was driven by Head snowboards and Head
alpine ski boots.

és”f‘ ffawed the products to gain from the high brand

s A v,

In the ski market, the big sfou;y, this year has been our -
revolutionary line of Intelligence skis These solve the i

<+ Zo0Z Hoday |enuuy A'N peay

properties for varying terrain, trail and snow cq@dm 5
Modern wide carving skis are exposed to greatef J
forces when turning and thus suffer greater digfogfiol
which can.resultin the edge losing contact‘fgﬁfﬁ?gﬁezsm
: By using-the lntelhgence technology alreﬁa\ﬁ ﬂeeess
fully introduced in our racquets, Head Fasdd je
skis whose torsional stability constantly adapgs:
ing speeds, terrain and snow condu ons.

One of the most impe
edge products is ha
-sfapals. To improve gtiriteam; Head recently announced
_‘ new structure for the Racing Department: Dister
‘5‘41,_- sch, prewously ski'coach of the Swiss men's ski
e‘amz. is-.now in-¢harge of both products and testing and

S

The Intelligence skis'have gene&ated a huge mount of

~interest and have won a number of awards; mcludmg er‘\‘)feing 'of skis, bindings and boots and also building
the 2002 thnovation Prize {Hardware Category) awarded up ao@xcluswe racing team that matches competitive
‘by the readers of the highly influential Ski Magazin. - - skiers with great. -equipment as well as providing optlmal
"Highlights of:the Intefligence line include the Worldcup % race teapi rnanagement.. We-believe that within a short
i.SL race ski, the Monster i.M 85 freeride ski, the-Eyber - period-of time, Head will rank among the most success-

t:only will this help in developing
rovide support and visibility

:.)‘,;%%x

' 1.C200 ultimate carving. ski and the Cyber i.C300 flagshlp
- ski W|th addmonal [ntelllgence Chlp -

- . Both our snowboard products and S|<I ‘boots Have .
‘benefited from our re-branding strategy. Blax/Geneérics . |
+.,. snowboards acquired in 1999 were re-launched under
* the Head brand in 2001 and our San ‘Marco ski boots
have also been rebranded under the Head name‘ This"

jﬁ&:

'd and 3rd positions in
o Blchel at the Garmlsch-

' 'encouragsng with aup tg;m
@ ™December-and a win fo

# - Bindings
g A

20%. - %

- 2002 Winter Spo"r'ts‘N'et _Revehues by Geoc_;r‘aph‘.y‘~

7%
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Dear Shareholders

As | predicted in my 2001
annual letter to shareholders,
2002 proved to be another
challenging year for the sporting
goods industry.

The winter sports market
remained weak after another
season of poor snow in Europe
and eastern North America and
economic probtems in Germany
and Japan. Estimates suggest

a global decline in the winter
sports market in the region of
5%. The racquet sports market

Johan Eliasch

Chairman and CEO,
Head N.V.

" also deteriorated by approximately 5% due to worsening

econemic conditions in certain key markets including
Germany, the USA and South America and poor weather

". conditions. The diving market continued to be affected

by a reduction in air travel following September 11 as
well as the uncertain economic climate and is thought
to have declmed by around 10%.

Against this backdrop lam p|eased to report that our .
net revenues for the year ended 31 December 2002 of

- $387.5 million were only down 1% on net revenues.of

$392.0 million in 2001. If we exclude Head footwear, .

which has been licensed out since 1 January 2002, under— .

lying sales would:show sfight growth.

) <The apprecnatlon of the euro against the US dollar durrng ‘
-the year contributed positively to our sales growth but

negatively impacted our margins and resulted in a loss -
on our profit and loss account. Overall, cperating profits
for 2002 were $17.8 million compared with $18.1 million

. last year, but due to the forsign exchange loss we

recorded a net loss of $2.6 million for the year compared

to netincome of $g. 4 milfion in 2001
T

'Our commntment to developmg and brmgxng to market
- the most innovative products has continued despite
the difficult markst conditions. During the year we intro- E

duced, among other products, the Head Intelligence

* ski, Mares Proton regulators and Head Intelligence X

racquets. All of these products were extremely well

- received by the trade and we believe-that we main-

tained of increased our. market share in almost all key
product categories. -

1

Our athletes are using
these new products
with great success:
we started 2003 with
an impressive fourth
Australian Open title
for Andre Agassi play-
ing with an i.Radical
Intelligence racquet
and a first place in the
Super-G at Garmisch-
Partenkirchen for Marco Blchel.

We have also been working to improve our balance -
sheet during 2002. Although working capital on our
reported balance sheet has increased during the year

. in US dollar terms, this is a reflection of the year-end

exchange rate and in local currencies working capttal
has actually reduced durmg the year

The $23. 3 million cashﬂow we .
" generated from our operations
during the year has been in part
invested in the business and”
also used to repurchase 1.8
million Head common shares
and €3.6 million (approximately
$3.5 million} of our Senior

"$5.2 million relating to the year
ended 31 December 200‘1 S

In the Iught of both the current political sntuatnon—wnh
the threat of war and terrorism—and the Uncertain -.
economic c!rmate in'a number of key markets, the out—
look for 2003 is not clear. We will continue to combat
these adverse conditions by launching highly innovative,

techno|ogy—dr1ven products and cutting costs and'i |mprov- e

ing manufacturing efficiencies wherever possible. . =

‘Sincerely, - .

Gt

Johan Etiasch
Chairman and CEQ, Head N.V.
March 2003

Notes and to pay a dividend of =~ .




~Combining. many of the techno- -
logical advances’ that Head has .
~ fecently rntroduced to'its skiboots,

_length to €

. already in the throat, the Intelligence X

" the Intelligence racquet.range But with
_additional stabllity and therefore contral.

n:mmmmemm:m_‘g

Every year we launch a multitude of rnnovatrve new products Here we have
focused on just five of the new products that were launched in 2002

Head intelligence Skis

-Modern carving skis are wider, shorter and more flexible:

than traditional skis, allowing the skier to carve more .
easily. However wider designs also create more surface
area and as a result the skis are subjected to greater
torsional forces and twisting during a turn. This can cause

the edge to lose contact wrth the snow.

Wrth Head lntellrgence skis we have adapted the tech-
nology used in Head lntellrgence racquets to design a

ski that is rapidly able to control torsional stability based
on speed, terrain and snow conditions. This guarantees
precise carving even at the highest speed and on the
hardest snow, but also allows the ski to stay. responsrve _

and smooth in soft snow “and at Iower speeds

Head Worldcup Flacrng Skr Boots ‘ f~

the Worldcup T M103R SuperHeat
3 offers supreme. comfort and per-
formance for advanced skzers

The boots- feature |ndrv1dual heat .
adjustment of the i inner sole forextra comfo Dy mic_
Response buckles with a spring- that ad;usts the buckle.

extendable-buckle arm that.reduces the effort requrred

1o closethe. ‘buckle by 50% énd.a Quick’ Open buckle: ‘
.. lever. The-canting of the boot and the’ rear sporler can
] also be adjusted to personal requrrements R

Head Intellrgence X Racquets : L o
. Following the Successful Head' lntellrgence r_—”w"

line of racquets, Intellrgence X represents
the next level in performance-technology.

By placing additional Intellifibers. at two
points in the racquet head as well as those °

racquet retains the power ahd comfort of

- and we estimate-that the Pro

- our patented Smart Optik tech-
~ ‘nology to. grve better ball visibil-

E .+ reaction tif

7 sleevs desig
T addrtlon to th

-Mares Proton Regulators i

for underwater reathrng

ire an.even load; a Double' Power system
i ‘system anda unrque and hlghly rnnovatrve first stage j o

‘.’-.‘State—of-th‘ art
" years of ressarch and. -

. Official CEEN250 and US
Navy. certifications as.well

Pro Penn Marathon Tennis Balls .

These new hrgh performance balls were launched at
trade shows in early 2002 and have been on retarl sale
in Europe srnce the third quarter. ‘ :

The Pro Penn Marathon ball has a specral felt covenng
that is designed to last much longer than regular balls

‘Independent verification tests

have confirmed that Penn Long"
Play Felt wedrs better than
similar fabrics on the market

Penn Marathon. ball has approxi- -
mately 30% extra durabrlrty

The felt used for the Pro Penn .
Marathon ball also incorporates

MARATHON

ity and hen' shorter player o

: an lnnovatlve

.anthiﬁ_é.a W

opean lrne up for Penn

Mares regulators have Iong been_the world bench ark

The new rang of Proton regulators mcludes o. é of
the world’s. smallsst and Irghtest regulators featuring ™
multl~component construction; an 1ntegrated by-pass

nologres have gone into the.
development of the regulator whrch is. the resu

Mares expertrse,_

as accreditation. by the'ISO.
9002 quality system, further
confirm the Mares commit-
ment to excellence,

NP U R S
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Based on US GAAP

Year edded December 31,

uss millions fexcopt margin dafa) _— ‘ | N 1998 B 1999 2009_ ‘ 2001 2.002 i
Net revenues _ . 304.5 388.8 >398.8 g 392.0 387.5
Gross profit 123.6 1603 1712 1581 154,
Margin : | ‘ 40.6% 41.2% 42.9% 4Q;3%. 39.8%
Selling & marketing éxpense, ‘ ' : B 756 959 977 1021 102.6
Gener’al & administration expense 29.9 39.1 | 34.9 368 33.7
Opefating Income | - » 181 252 386 191 - 17.8
Meargin ' " | ‘ | . | 6.0%  65% » 97% ~ 49%  4.6%
Net interest expeﬁsé R < (9.2) a (13.1) (-17.5) (10.4) {(10.7)
Foreign exchange gain/lloss) , - o (2.3) 46 o 7.5 | 5.8 (7.4
..Income tax expense/(benefit).“ | : | (1.8 359 - 19 (4.0) -(2.65 : .
1 Extraordinary gainA ' _ ‘ _ P '58.2 . OO 94 : AO..Q 00, R
" Net Incomef(ioss| ' o | 637 sa4 278 84 (28 T

. These selected financial highlights should be read in conjunction with our historical consolidated financial staternents and accompanying notes included .
elsewhere in this annual report. . - ’ ' :

. 2002 Net Revenues by Division
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X
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- Racquet Sports : ‘ WinterSpoﬂs‘ ‘ Divirig : _Licenéing
48% B : 37% ‘ % 2%

2002 Net Revenues by Geography
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WATE, h company. It listed its ordinary s
Stock Exchange in September 2000. *. ;.

We are ale
heritage in'sp
We introd

Dur praducts appeal to a wide range of users from novices o §
Bndre Agassi, Marat Safin, Gustavo Kuerten, Hanne:







SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized.

HEAD N.V.

Date: 29 April 2003 By

Jo liasch
Chai and Chief Executive Officer




